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Notice to Practitioners

Budgeting Your Marketing Investment
If CPA firms want to continue to expand their
practices, they must learn to view marketing
as an investment rather than an expense. In
crafting a marketing budget, it is important to
understand the value of marketing expendi
tures and to select the right budgeting method.
Respectable Returns

practice
management

P u b lic

A ccountants

To illustrate the potential return
on a marketing investment, con
sider a simplified CPA firm
income statement, assuming that
one-third of every incremental revenue dollar
is direct cost, one-third is overhead and onethird is profit before partner compensation.
If each incremental dollar of new busi
ness generates a 33% profit, then an invest
ment of up to $33,000 on marketing to gener
ate $100,000 of new business would be prof
itable in the first year. Generating $100,000 of
new business with a 33% margin, a firm
would receive payback in year one and
$33,000 additional profits each year thereafter.
The discounted value of $100,000 of addi
tional revenue over a seven-year client life
expectancy, with a 33% margin (using 10%
How A $33,000 Marketing
Investment Produces $100,000
New Revenue

Total revenue per year
Gross margin percentage
Gross margin

$100,000
33%

$33,000

Life expectancy of client Seven years
Profits over seven years

$231,000

Discounted value at 10%

$161,000

Marketing costs
(investment)

Total profit

Annual profit after payback

interest) would be $161,000. Investing
$33,000 in acquisition costs would reap a 55%
annual return after payback.
In the short run, a CPA firm could gain
up to a 67% margin on each incremental dol
lar of revenue generated at standard rates.
Investing the full 67% into mar
keting could be a wise decision,
particularly if the income were
recurring. After obtaining a
client, cross-selling additional
services and price optimization
can raise the margin significantly.
Using these calculations, one can under
stand the significant potential for a well-man
aged marketing program. This model, called
the available gross margin theory, not only
demonstrates the potential power of an invest
ment in marketing but can also measure the
upward limit for a marketing investment.

$33,000
$128,000
$18,000

Choosing a Budgeting Method

There are five methods, arranged below from
least valuable to the most useful, that CPA
firms use in setting a marketing budget.
What the firm can afford. Investing what
the firm can afford encourages impulse spend
ing after good months and discourages mar
keting in bad months. Affordability is the
worst criterion on which to base a marketing
budget.
What the competition is doing. Matching
the competition forces firms to react, not lead.
“Most truly successful and profitable busi
nesses outspend their competition in market
ing, either in absolute dollars or as a percent
age of sales,” says management consultant
Bob Fifer.
Percentage of past sales. Allocating a
percentage of past sales impedes growth.
“Don’t try to drive forward by looking in the
rearview mirror,” according to author and con
sultant August Aquila.
continued on page B2
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continuedfrom page B1—Budgeting
Future revenues. Planning and budget
ing for future revenues is proactive and
most appropriate. If you want to generate a
certain amount of business in the coming
years, it is vital to determine how much
practice development is needed.
Objectives and cost. This approach
enables the firm to allocate the marketing
budget among competing programs and to
maximize profit. The firm must set objec
tives and marketing needs and then deter
mine the cost to attain the established goals.

[AICPA

After the first reception, the managing part
ner asked every firm member, “Did you get
any business?” No one said yes, so he can
celed the other planned events. About six
months later, the reception generated a
$22,000 referral. The next year the firm
held the six receptions it had planned the
previous year. Within three years, this small
firm was attracting over $250,000 of new
business annually from referrals that stem
from its marketing efforts.
Consistency Is Crucial

Preparing A Budget—And Sticking to It

It is easy to set a marketing budget based
on one of the first three methods—afford
ability, competitive parity or industry
ratios—but these are the least effective and
most wasteful approaches. In preparing a
marketing budget, consider a hybrid
approach based on future revenues and
objectives and costs. The first step is to
identify marketing objectives in your firm’s
marketing plan. Then, before creating a
budget, establish a set of programs to
achieve them. Each program is quantified
based not only on the costs but also on the
potential future revenues.
Once you have launched a marketing
effort, resist the urge to judge return on
investment too quickly. Just because an
event attracts heavy interest does not mean
that it will necessarily generate increased
revenue the following month. Sometimes a
return will be years in coming.
One firm scheduled a series of recep
tions for a choice group of referral contacts.

year
2000

As a rule, most CPA firms spend an ade
quate amount on sales and marketing, but
they fail to develop a consistent, integrated
and leveraged budget and manage it. Many

CPAs simply equate marketing with selling
and fail to consider its many facets, such as
marketing communications, market posi
tioning, new client attraction systems, client
sales and gaining more business from exist
ing clients. With good planning, structuring
and management, the return on your mar
keting investment can be dramatically
improved.

This article was adapted from a chapter
written by Troy Waugh, CPA, President,
Waugh & Co., in The Marketing
Advantage II, published by the AICPA
(No. 090437CLC9). To order, call the
AICPA Member Satisfaction Center at
888/777-7077.

Read All About It

What are the most pressing professional issues for readers of this supplement?
Technology and licensing concerns were among those that topped the list when we
asked members which AICPA efforts they were most interested in reading about in The
CPA Letter and its supplements.
These were the top five subjects in which respondents were very or somewhat
interested:
Incorporating information technology into the profession

94%

Year 2000 computer issue

80%

Efforts to create nationwide reciprocity/uniformity of licensing

79%

Benchmarking and financial management

Accreditation programs/specialty designations

74%
71%

Source: CPA Letter Readership Survey

It’s December 1999 and
You Missed Your Y2k
Project Date: Have You
Prepared for the Worst?

by Sandi Smith
Fast-forward to Dec. 1999. You are about to break for the holidays,
and you are attending the last staff meeting of the year. Are you
calmly and coolly briefing your staff on last-minute y2k procedures
that are part of a well-thought-out contingency plan? Or is the stress
and fear of not having completed your y2k project so great that you
can barely concentrate on the meeting?

So many things can go wrong on a y2k effort that a contin
gency plan must be a crucial part of every firm’s strategy.
According to a recent survey, 40% of small businesses will do noth
ing to prepare for y2k (Wall Street Journal, June 2, 1998, page B2).
If one of those small businesses is your supplier or client, your firm
could suffer the consequences.
What if you decide to prepare for y2k and a crucial software
package upgrade is not delivered in time? What if your y2k project
manager quits for a better offer in Apr. 1999, right before testing of
your compliance strategy is scheduled to begin? What if all systems
are not fixed? (You can be sure that not every system in every entity
will be fixed.) What if the systems that are supposed to work actu
ally contain major bugs? (You can be sure there will be bugs.) It’s
essential that your plans include a contingency plan to deal with
continued on page B4
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Notice to Practitioners
On Nov. 3, 1995, the AICPA issued Statement of Position (SOP) 95-4, Letters for State Insurance Regulators to Comply With the NAIC
Model Audit Rule, to provide guidance to auditors on the form and content of communications with state insurance regulators. Such com
munications are required by the National Association of Insurance Commissioners (NAIC) Annual Statement Instructions Requiring
Annual Audited Financial Statements, which incorporates the Jan. 1991 Model Audit Rule (Regulation) Requiring Annual Audited Financial
Statements. The guidance in the SOP was effective for audits of statutory financial statements for periods ending on or after Dec. 15, 1995.
One of the illustrative letters that appears in SOP 95-4 is the accountant’s letter of qualifications. Changes to the accountant’s letter of
qualifications have been made to comply with SAS No. 82, Consideration of Fraud in a Financial Statement Audit. The illustrative accoun
tant’s letter of qualifications has been revised as follows: (Please note that deletions appear as struck out text and additions appear as dou
ble underlined text)
Illustrative Accountant’s Letter of Qualifications

To the Board of Directors of GHI Insurance Company:
We have audited, in accordance with generally accepted auditing
standards, the statutory financial statements of GHI Insurance
Company (the Company) for the years ended December 31, 19X1
and 19X0, and have issued our report thereon dated [date of
report]. In connection therewith, we advise you as follows:
a.
We are independent certified public accountants with
respect to the Company and conform to the standards of the
accounting profession as contained in the Code of Professional
Conduct and pronouncements of the American Institute of
Certified Public Accountants, and the Rules of Professional
Conduct of the [state] Board of Public Accountancy.
b.
The engagement partner and engagement manager, who
are certified public accountants, have [ ] years and [ ] years,
respectively, of experience in public accounting and are experi
enced in auditing insurance enterprises. Members of the engage
ment team, most (some) of whom have had experience in audit
ing insurance enterprises and [X] percent of whom are certified
public accountants, were assigned to perform tasks commensu
rate with their training and experience.
c.
We understand that the Company intends to file its audited
statutory financial statements and our report thereon with the
Insurance Department of [name of state of domicile] and other
state insurance departments in states in which the Company is
licensed and that the insurance commissioners of those states
will be relying on that information in monitoring and regulating
the statutory financial condition of the Company.
While we understand that an objective of issuing a report on
the statutory financial statements is to satisfy regulatory require
ments, our audit was not planned to satisfy all objectives or
responsibilities of insurance regulators. In this context, the
Company and the insurance commissioners should understand
that the objectives of an audit of statutory financial statements in
accordance with generally accepted auditing standards is to form
an opinion and issue a report on whether the statutory financial
statements present fairly in all material respects, the admitted
assets, liabilities, and capital and surplus, results of operations
and cash flow in conformity with accounting practices pre
scribed or permitted by the Insurance Department of [name of
state of domicile]. Consequently, under generally accepted audit
ing standards, we have the responsibility, within the inherent
limitations of the auditing process, to design plan and perform

our audit to obtain reasonable assurance about whether the statu
tory financial statements are free of material misstatement,
whether caused by error or fraud, that errors and irregularities
that have a material effect on the statutory financial statements
will bo detected and to exercise due professional care in the con
duct of the audit. The concept of selective testing of the data
being audited, which involves judgment both as to the number of
transactions to be audited and the areas to be tested, has been
generally accepted as a valid and sufficient basis for an auditor
to express an opinion on financial statements. Audit procedures
that are effective for detecting errors, if they exist, may be inef
fective for detecting irregularities misstatements resulting from
fraud. Because of the characteristics of irregularities fraud, par
ticularly those involving forgery and collusion, a properly
designed and executed concealment and falsified documentation
(including forgery), a properly planned and performed audit may
not detect a material irregularity misstatement resulting from
fraud. In addition, an audit does not address the possibility that
material errors or irregularities misstatements caused by fraud
may occur in the future. Also, our use of professional judgment
and the assessment of materiality for the purpose of our audit
means that matters may exist that would have been assessed dif
ferently by insurance commissioners.
It is the responsibility of the management of the Company to
adopt sound accounting policies, to maintain an adequate and
effective system of accounts, and to establish and maintain on
internal control structure that will, among other things, provide
reasonable, but not absolute, assurance that assets are safe
guarded against loss from unauthorized use or disposition and
that transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of
financial statements in conformity with accounting practices pre
scribed or permitted by the Insurance Department of [name of
state of domicile].
The Insurance Commissioner should exercise due diligence
to obtain whatever other information that may be necessary for
the purpose of monitoring and regulating the statutory financial
position of insurers and should not rely solely upon the indepen
dent auditor’s report.
d.
We will retain the workpapers' prepared in the conduct of
our audit until the Insurance Department of [name of state of
domicile] has filed a Report of Examination covering 19X1, but
no longer than seven years. After notification to the Company,
we will make the workpapers available for review by the
continued on page B4
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continuedfrom page B3—Notice to Practitioners
Insurance Department of [name of state of domicile] at the
offices of the insurer, at our offices, at the Insurance Department
or at any other reasonable place designated by the Insurance
Commissioner. Furthermore, in the conduct of the aforemen
tioned periodic review by the Insurance Department of [name of
state of domicile], photocopies of pertinent audit workpapers
may be made (under the control of the accountant) and such
copies may be retained by the Insurance Department of [name of
state of domicile].2
e.
The engagement partner has served in that capacity with
respect to the Company since [year that current “term”
started], is licensed by the [state name] Board of Public
Accountancy, and is a member in good standing of the American
Institute of Certified Public Accountants.
f.
To the best of our knowledge and belief, we are in com
pliance with the requirements of section 7 of the NAIC’s
Model Rule (Regulation) Requiring Annual Audited Financial
Reports regarding qualifications of independent certified pub
lic accountants.

continued from page B2—y2k
unexpected y2k developments.
Planning for Trouble

After a firm completes a y2k inventory and
determines which initial actions are needed
for each inventory item, the next step is to
create a contingency plan, including a
workable “plan B” for each system listed in
inventory. For example, let’s say a firm is
installing a customized accounts receivable
system. The contingency plan for the sys
tem might be to install an off-the-shelf
package if the custom system is not com
pleted in time. A contingency plan for a
smaller accounts payable system might be
to have clerks write the checks manually or
in a low-end package such as Intuit’s
QuickBooks.
The contingency plan should include a
trigger date for each system. The trigger
date is the time when the contingency plan
action replaces the original plan action if a
milestone was missed. For example, let’s
say it takes three months to install the alter
native to the accounts receivable package. If
a company wants y2k compliance by June
30, 1999, the trigger date for the accounts
receivable solution would be around Mar.
31, 1999. On Mar. 31, 1999, if it didn’t
appear that the custom system was going to
be ready in time, the firm could implement
the contingency plan action of installing the
accounts receivable package alternative.
Choosing the trigger date is tricky. It
must be early enough to allow for comple

AICPA
This letter is furnished solely for filing with the Insurance
Department of [name of state of domicile] and other state insur
ance departments and should not be used for any other purpose.
Footnotes

1 Section 13 of the Model Audit Rule defines workpapers as follows:
Workpapers are the records kept by the independent certified public
accountant of the procedures followed, the test performed, the
information obtained, and the conclusions reached pertinent to the
accountant’s examination of the financial statements of the insurer.
Workpapers, accordingly, may include audit planning documenta
tion, work programs, analyses, memoranda, letters of confirmation
and representation, abstracts of company documents and schedules
or commentaries prepared or obtained by the independent certified
public accountant in the course of his or her examination of the
financial statements of an insurer and which support the accoun
tant’s opinion.
2 Refer to AICPA Professional Standards, vol. 1, AU sec. 9339,
Working Papers: Auditing Interpretations of Section 339.

tion of the contingency action in time with
certainty. It must not be so early that unnec
essary expense is incurred because the firm
has been too cautious.
After a contingency plan action, trigger
dates and responsible parties have been
defined for each system in inventory (or
each mission-critical system in inventory, at
the very least), other parts of the contin
gency plan can be addressed. The contin
gency plan should provide for the possibil
ity that key employees will decide to leave
at inconvenient times. For example, perhaps
it would be possible to arrange for a contract-programming agency to supply per
sonnel as needed in emergencies. Another
aspect of a contingency plan, for firms or
their clients, might be staffing up the help
desk in January 2000 for user questions
when y2k issues arise.
Firms with key suppliers that do not
become y2k-compliant should create a list
of standby backup suppliers. Firms waiting
for package installations should have a
backup system in mind. The y2k manager
can identify vendors that supply Internet,
utility and telephone services, as well as
other key resources. As part of the contin
gency plan, the person in charge of y2k
management should consider what to do if
the power is out for a week or the Internet
e-mail is not functioning.
Is it possible that your firm or clients
might lose business because of y2k issues?
Then it’s a good idea to plan to beef up

marketing throughout 2000 so that cash
flow and revenues do not suffer. (One
proactive approach is to query “A-list”
clients now and make sure they obtain the
expert y2k help they need before their
finances are affected.) Companies that have
sold non-compliant chips to customers may
require a contingency alternative to com
pensate buyers for these products.
Contingency strategies with key busi
ness partners should include identifying
backup business partners in case one has
y2k problems. Firms or clients with busi
ness units that may not become compliant
in time (or are not cost-effective to convert)
might consider selling these units.
Optimistic but Prepared

I’m sure you have heard the motto, “Prepare
for the worst, hope for the best.” This sum
marizes in a nutshell what a y2k contin
gency plan is all about.

Sandi Smith, CPA, MBA, CMA, CDP, who
is based in Dallas, offers technology con
sulting and training to businesses around
the globe. She speaks frequently and has
authored books, videos, articles, com
puter-based and instructor-led training
courses, as well as television segments on
the year 2000 computer issue. Her new
y2k practice aid, designed to quick-start
CPAs who wish to consult on y2k, is
accessible at www.sandismith.com.

